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Mr. William F. Caton
Acting Secretary
Federal Communications Commission
1919 M Street, N.W., Room 222
Washington, D.C. 20554
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NextWave Telecom Inc.

1101 Pennsylvania Avenue, N.W.

Suite B05

Washingtan, D.C. 20004

Tel. 202.347.2771

Fax. 202.347.2B22

www: nexlWavetel.com

Re: Notice of Ex Parte Communication
Broadband PCS C and F Block Installment
Payment Restructuring; WT Docket No. 97-82

Dear Mr. Caton:

On Friday, July 25, 1997, representatives ofNextWave Telecom
Inc. ("NextWave" or "company") met with David Siddall, Legal Adviser
to Commissioner Ness, to discuss issues in the above-referenced
proceeding. The views expressed by NextWave's representatives were
previously presented to the Commission in the company's written filings,
and a copy of material distributed by NextWave at the meeting is included
with this letter.

In accordance with Section 1.1206 of the Commission's rules, an
original and two copies of this filing are being submitted to you today.
Please direct any questions concerning this matter to me or Michael Wack
at 202-347-2771.

Sincerely,

Janice Obuchowski
NextWave Telecom Inc.

Attachment

cc: David Siddall
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-:':.'tI NextWave Telecom Inc.

Debunking the 10 Biggest Myths
About Restructuring

July 25, 1997
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Myth #1: Restructuring Harms Taxpayers

• The NextWave proposal provides for payment in full of all
principal and all interest -- Government remains whole.

• Restructuring is not corporate welfare. PIK-based
payment schedule is a standard industry practice.
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Company
McCaw

Nextel

Cleamet

Aerial

Sprint

Non-Cash Period
4.5 Years

5.5 Years

6 Years

10 Years

5 Years

Instrument
Senior discount debentures

Senior discount notes

Senior discount notes

Zero coupon due 2006

Senior discount notes



• The result most harmful to taxpayers will be a reauction,
which will yield "fire sale" prices.
- Impact of 2.3 GHz auction on spectrum market

- Impact of extended 2+ year headstart; there are now more than
100 A and B markets built and operating.
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Myth #2: The Commission has the option of
"waiting it out"

• "Temporary" steps only exacerbate financial market's lack
of certainty concerning ability of new entrants to compete
in an era of market consolidation and changing spectrum
and budgetary policy.

• Unbuilt spectrum is a "wasting asset" given buildout and
customer acquisition progress by incumbent competitors.

• Every day of delay adds to incumbents' already substantial
time-to-market advantage, undercutting the public policy
goal of fostering wireless competition.

• Further market improvement is inherently speculative.
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Myth #3: Entrepreneurs' auction is already a success

• No stand-alone C Block licensee has completed a public
debt or equity offering in 1997.

• Licensees seeking restructuring comprise over 90% of the
top 50 C Block POPs and 950/0 of top 50 markets.

• Without those C Block licensees, remaining Entrepreneurs
cannot succeed in providing nationwide, robust
competition to incumbents.

• Many small entrepreneurs have not been able to actively
participate in this proceeding; lacking funds to do so they
have relied on industry advocates such as NAPE.
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Myth #4: Financing is available as evidenced by
financing of other wireless carriers

• All reported financings involve either established carriers
or entities funded by established carriers.

• All participants on Finance Panel at WTB Public Hearing
agree that C Block cannot be financed under existing
payment structure.
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Myth #5: C Block success not prerequisite to
wireless competition

• 75% of cellular/PCS spectrum is controlled by "Legacy"
telecommunications players with a tendency towards
oligopolistic behavior.

• Absent new C Block entrants, markets will see license
consolidation and ultimately end up with only 4
competitors.

• Legacy players are not providing competitive
opportunities to small businesses and resellers today.
C Block entry is needed to change this equation.

(More)
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• Today, 70% of resellers are denied volume discounts that
Legacy carriers offer their own retail customers;

• Even AT&T Wireless, the largest wireless carrier, has
informed the Commission that it cannot obtain reasonable
roaming/resale agreements with incumbent carriers.

• Rapid buildout of C Block infrastructure needed to create
new market entry opportunities for resellers.

f" tl:!
1" ~l:I'
~, ~ I ,



:.

Myth #6: The C Block bidders were reckless and
deserve no Commission consideration

• CBO report found that C Block prices were reasonable.

• CBO report also states that A and B Block prices were
lower than C Block prices because of a relative lack of
competition in that auction. A and B Block auction
bidders received bargain prices.

• The eligibility ratio in the A and B Block auction was 1.9;
the eligibility ratio for the C Block was 6.7.
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Table 2.
Total Population in Markets for Personal
Communications and Cellular Telephone Service
Covered by the Three Largest Winners in the A&'
Block Auction (In millions of people)

20 THE FCC AUCTIONS AND THE FUTURE OF RADIO SPECTRUM Mfu'-'AGEMENT

per-megahenz price paid for the Chicago licenses was
$1. OS-notably higher than the prices paid for the sin
gle competitively auctioned licenses in the New York
and Los Angeles markets ($0.56 and $0.86. respec
tively). Prices could be expected to vary between mar
kets on the basis of consumer demographics-income
and time spent commuting in automobiles, for exam
ple-but differences as large as those evident in the
A&B block auction are too great to be explained by
such factors.

Personal
Communi

cations
Services

April19C

Cellular
Telephone
Services - TotE

24. WirelessCo is a combination of the long-distance telephone compan
Sprint and three large cable television companies (TCI. Comcast, an
Cox Commumcations). After the A&B block auction. WirclcssC
changed liS name to SprintCom. PCS PrimcCo is a combination r
three regional Bell operating comparnes (NYNEX, Bell Allantic. an
USWcst) plus AirTouch (a spm-<ltf of another fonner Bell compan~
PacTel), which provides cellular telephone service in PaH~~ Operal
ing area. - ~ ..

-~:~

The result of the A&B block auction that mo~

strongly suggests an efficient distribution of license
was the success of bidders in aggregating groups c
licenses. Each of the three largest winning bidders
AT&T, WirelessCo, and PCS PrimeCo-won license
that enable them to offer nationwide service.24 Th
PCS licenses won by AT&T and PCS PrimeCo, whe:
combined with the cellular telephone licenses that eac.
bidder already owned, provide nearly complete nationz
coverage. WirelessCo, the largest winner in the auc
tion, had the smallest cellular coverage but won 29 PC

SOURCE. Congressional BUdget Office based on Peter Cramtc
"The FCC Spectrum Auctions: An Early Assessmer
(draft, University of Maryland, July 15, 1996), Table
and Cellular Telephone Industry ASSOCIation. The Wi,
Jess Marketbook (Spring 1996)..

a. Estimated as the difference between the total mobile telephor
population as reported by the CellUlar Telephone IndUstry Assoc
ation and the total population in the personal communicatior
seMces markets as reported by Cramton.

b. Represents the cellular telephone markets of WirelessCO pal
ners Comeast (7.6 million people) and Cox CommunlC8tior
(20.8 million people).

c. Represents the cellular telephone markets of Bell AtiantlcJNYNE
(57.7 million people) and AirTouch (55.2 million people) adjuste
downward by 2.5 millIon people for overtapping licenses in Ai
zona markets.

Additional questions about the efficiency of the
distribution of licenses in the A&B block auction and
the two other broadband sales that followed it are raised
when the average prices for licenses are compared. The
average per-person, per-megahertz price in the A&B
block was about $0.50 The C block auction registered
a substantially higher pnce of about $1.35. which drops
to about $0.80 after adjusting for the terms of the in
stallment payments available to the small businesses
that won C block licenses (see Box 1, which discusses
the differences in prices paid for licenses in the A&B
and C block auctions). In contrast, the average price in
the D,E&F auction was about $0.35, lower than that
reported in either of the broadband PCS auctions that
preceded it. Prices could be expected to vary among
the auctions because the licenses sold granted the right
to use different-sized blocks of spectrum that allowed
the licensee to operate in different-sized geographic
areas. Nevenheless, the ranking of average prices from
high to low corresponds to the potential competition in
each of the auctions as measured by the eligibility ratlO.
That ratio was 6.7 for the C block sale. compared with
1.9 for the A&B block sale and 1.7 for the D,E&F sale.

Why wasn't the A&B block auction more competi
tiye? Fewer bidders entered that auction because the
FCC restricted panicipation bv the current holders of
cellular licenses and peonitted would-be competitors to
join forces before the auction began. Both decisions
should be evaluated as trade-orrs between ensuring
competition in wireless telecommunications markets
and ensuring competition in the auctions for licenses to
participate in those markets. Specifically, the commis
sion chose to sacrifice the opportunity to maximize auc
tion receipts to ensure an adequate number of techni
cally capable and financially sound service providers
and, ultimately, to sustain the competitive pricing and
services that such providers would bring to telecommu
nications markets.

AT&T

WirelessGo

PGS PrimeGo

107.0

144.9

57.2

68.3"

28.4b

110.4"

175

173

167



Myth #7: A change in the rules at this date would be
unfair to other bidders

• No rule change is required. Pre-auction FCC rule permits
restructuring of payment obligations (Section
1.211 O(e)(4)(ii)).

• Parties whose models valued spectrum the highest would
have won regardless of what rules were in effect at the
time of the auction.

• Entities such as Fidelity/GO Communications, left the
auction with standing high bids that would not be
financeable in today's market, e.g., GO Communications
$58.24 net per POP bid for Miami, North Coast Mobile
$52.45 net per POP bid for New York, and u.s. AirWaves
$38.46 net per POP bid for Dallas.
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Myth #8: Restructuring would create harmful tax
impact

• The "Discharge of Indebtedness" tax code section
expressly does not apply here.

• That section does not apply, and no discharge of
indebtedness is realized where:
- An entity's liabilities (in this instance, including license debt)

exceed its assets; or,

- The debt arises from the purchase of the property at issue.
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Myth #9: Revision of bankruptcy laws is necessary
to protect the integrity of the auctions.

• Change in bankruptcy laws would further complicate
financing opportunities at a time when financing for new
entities already is scarce.

• It is ironic that many parties who argue that rules should
not be changed also argue for changes in the bankruptcy
laws themselves.
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Myth #10: Restructure would compromise the
integrity of the auction process

• The Commission has performed incredibly well in
conducting auctions, but the enormity of the process
assures that the work done to date has not been perfect and
should be changed as circumstances warrant.
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The Truth of the Matter:

"Winning [C Block] bidders fashioned bids in
accordance with the best information available at
the time. Subsequent unforseen and unforseeable
events, however, conspired to diminish the value
of the licenses and close the financing window for
start-up PCS ventures. The major event was
collapse in market value for radio licenses."

- Larry Darby, Darby Associates, 7/21/97 (emphasis
added)
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The Truth of the Matter:

"To the extent that the C Block delays continue, it
is a boon to incumbent operators, as the
competitive landscape will not become as heated
as quickly as anticipated."

- Jeffrey L. Hines, NatWest Securities, 6/30/97
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The Truth of the Matter:

"Omnipoint should also benefit if the terms [of
the Government financing] are not changed
because some of its competition would come even
later, if ever, to the market."

- Richard Prentiss, Raymond James and Associates,
7/8/97
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The Truth of the Matter:

"The continued delays in C Block financing are a
positive for both cellular and PCS: (1) it delays a
new entrant and (2) any reduction/easing of terms
will create a less desperate competitor and
therefore maintain a more rational market. This
particularly extends the lead enjoyed by existing
PCS players such as Omnipoint, Western
Wireless, and Aerial."

- Thomas J. Lee, Smith Barney, 7/11/97
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Conclusion

• There is a win/win solution for competition and taxpayers.

• Rescheduling keeps government whole.
- Ability to ensure taxpayer and competition

• Reauction's limitations
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- TELECOMMUNICAnONS SERVICES

July 8. 1997 -Initiation of Coverage
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RICHARD PRENTlSS
(813) S73-3800 x2587

TOM STASZAK
REsEAROI AsSOCIATE

EPa (FY=Dec) 1MAlll JIIII JIIIi
Q1 (Mar) $(0.38) $(1.02).4\ t(1.82)
Q2 (Jun) (OA7) (1.38) (t.86)
aa (Sep) (0.55) (US4) (1.85)
Q4 (Dec) (2:21) {2.41j CZ.Z21
FuI Vear $(2.71) $(8.51) $(8.44)

Rav8nu. (mil) .$0.5 $68.7 $24U
!BJTDA (mI) $(84.8) $(184.6) $(148.&)

(8) ,..,...1iPI..- JIIIr. GnpIteAuIiDmIIIG DID Pr,- 'ng. Jnc..1••

• WE ARE INmATlNG COVEMGa OF o-PoINT wn'H A BUY (1) RATlNG.Q ITS
1NTERNA1IaNALLY ACCL-\IIED SENIOR IM.~NT TEAll IMPROVeS COVERAGE IN
HIM YORK AND PREPARES TO LAUNCH IERVICI1IN PHILADELPHIA.

• As A PIGNI!I!R"I Pi&EiENCE \lIIINNI!!IIl AND SIW.L BUllNESS, OMPT ACQUIRED InS
UCI!NIEI AT ADIICOUNT OR WI'11I VIRY' FAVORABLI~ FINANCING. ITS
INIGE, WORATNE IlIARKETS IfAVE 110M POJtULATION DENSITIES AND INCWPE
IN1'&RNATIONAL ClTIIi8 THAT MAKE OIuIPOINT AN IDEAL PARTICIPANT IN 11tE
CONTINUED COH8OUDA11ON OF THE GLOBAL lSLIiCOlllUlCAnoMS INDUSTRY.

• 1lIE pee • AC1'M!LY~ MIROVING ~E 11iRII8 OF THIi GOVERNIIIiNT
FIIWCGItG. Wl88.IEVI! THAT~ op rrs FINAL DIDIION, OUR MID-YEAR
1.TAIPIiT PRICE OF $27 couUf......1iCAU1EOF.' 1M FlNANClNQ 'ERM.
OilSLOWER10MATElUALIZE CQMPf!'TI11ON.

• COUIINING naB wmt THE POTI!NTIAL OF ITS TECHNCLDGY ........'BAII5BALL
1RADING CMIf' UCENSES AND CURRI!NT 71% UPSIDE 1'0 OUR TARGaT PRICIi
PROVIDES WHAT WE BELIEVE18 A COIlIPI!LLING REASON TO INVEST IN O.-.oaNT.


